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Preface

The compilation of  National Accounts (NA) in any country is considered  the peak of efforts exerted in developing a contemporary integrated economic statistical system. This makes providing basic data needed for NA among the major goals targeted when launching the various economic statistical programmes.

National Accounts of any country are supposed to give both systematic statistical description of the economy as a whole and quite detailed map of the transactions between the various parts of the economy and with the rest of the world.

It is quite fortunate that there is a comprehensive framework for the compilation of NA applied in most countries in the world, i.e. System of National Accounts (SNA). The new version of this system was released in 1993 by a group of international organizations including the United Nations, International Monetary Fund, European Union, Organization for Economic Cooperation and Development and the World Bank.  In fact this version is based on  the 1968 version which was issued by the United Nations.  Many countries are in the process of shifting to the new version notwithstanding the difficulties encountered in providing the basic data detailed enough to meet the new version requirements.

PCBS has adopted, since its establishment in 1993, the SNA as a comprehensive framework guiding all statistical efforts in the field. Still, it is a demanding and technically complicated task to compile even basic accounts from the scratch, more or less, as in the case of Palestine, even with the help of a guiding framework and technical assistance. No country is able to implement the whole System of National Accounts (SNA) in one stage. Priority has to be given to those parts of SNA that have most immediate and general use for policy makers. Many countries will only be able to implement the most relevant parts for many years to come.
The PCBS is pleased to issue the second National Accounts report that basically involves the Gross Domestic Product (GDP) for 1995 and 1996 at current prices both from the production and the expenditure side.  Estimates for Gross National Income and Gross Disposable Income are also included in this report.  The PCBS has previously issued the first report of National Accounts for the preliminary estimates of 1994 in January of the last year.

It is worth to mention that data provided in this report are preliminary and will undergo continuous upgrading and development based on improved methodology and the availability of additional data; particularly the final findings of the Establishment Census which has been conducted along with the Population and Housing Census by the end of last year.  The PCBS is looking forward to issuing another report by the second half of 1998 for a revised time series of 1994-1996.

	March, 1998
	Hasan Abu-Libdeh, Ph.D.

	
	President
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Chapter One

Introduction

1. System of National Accounts

In accordance with the Master Plan for Developing Palestine Official Statistics, Palestinian National Accounts have a high priority in are being developed following the standards laid down in SNA 1993 (System of National Accounts).  They are the pivot of economic statistics compiled at the PCBS, because in them are included the results of all other efforts in the this area. In addition, the National Accounts provide systematic framework to check the quality and coverage of  the data attained by means of these  other economic statistical sources.

The Palestinian national accounts have been done in conformity with the System of National Accounts, 1993 (1993 SNA), the manual for national accounts compilation. It delineates the most recent, internationally accepted standards and recommendations for the establishment of a coherent and consistent set of macroeconomic accounts. It provides a set of concepts, definitions, and classifications within a broad accounting framework, designed for purposes of policy-making, decision-taking and economic analysis.

The 1993 SNA is the fourth edition of the national accounting manual. Five international agencies have been involved in formulating the definitions, concepts and norms it contains, namely: Commission of European Communities; International Monetary Fund; Organisation for Economic Co-operation and Development; United Nations; Commission of the European Communities; and World Bank.

With the 1993 SNA, the previous manual, 1968 SNA, falls obsolete. Whilst the formulation of basic ideas and concepts is similar, the 1993 SNA differs in some important aspects from the 1968 SNA. For example, the 1993 SNA is better harmonised with other statistical systems, for example the balance of payments than was the 1968 SNA. Moreover, the sequence of accounts has been more appropriate structured and balance sheets fully integrated within the structure. In addition, the 1993 SNA has further specified and extended the production boundary. Contrary to the previous edition where certain own-account households produced goods were outside the production boundary, in the 1993 SNA all goods are within.

National accounts provide a comprehensive and complete picture of all transactions taking place in a given time period, and, thus, an overall view of the economy in a country. They give a systematic, consistent and statistical description of the economy as a whole and the interrelationship between the different economic sectors and between the total economy and the rest-of-the-world. In national accounting, the society is separated into sector and activity accounts which form part of the overall national accounting system. The accounts themselves present in a condensed way a great mass of detailed information, organised according to economic principles and perceptions about the workings of an economy.

In many countries, the national accounts perform a dual function. First, they serve as a tool to monitor the performance of the economy and the economic policy through observing and analysing the economic interactions taking place between the different sectors of the economy.  

Secondly, the data and the underlying framework may be used in econometric models, in national budgeting, macroeconomic planning, forecasts and various economic analyses.

2. Stages of compiling national accounts in Palestine

2.1. The occupation period 1967-1993

In 1968 the Israeli Central Bureau of Statistics (ICBS) started compiling various statistics including national accounts for the Palestinian Territories. Starting in 1988, after the 1987 Intifada, the quality and coverage of the compiled statistics deteriorated, mainly as a result of a decline in the response rate. In consequence, data on trade in goods between the West Bank, Gaza and Israel was not collected at all, and reliability of data from the surveys was negatively affected (reference: National Accounts of Judea, Samaria and the Gaza Area 1968-1993, disseminated by ICBS in January 1996). The ICBS tried to bridge this gap by postulating estimates in some years, but the accumulation of defects led to severe imprecision. The ICBS admitted such defects by disseminating approximate figures on the national accounts only.

An evaluation of the Israeli statistics for the occupied territories is provided in the Current Status Report Series (No. 2), Economic Statistics in the West Bank and Gaza Strip, published by the PCBS in January 1995.

2.2. Current status 1994-1996

Since its establishment in 1993, the PCBS has been developing a database for basic economic statistics necessary for the compilation of the Palestinian national accounts. Below are listed the PCBS activities which have been used for the compilation of the national accounts up to 1996:

1. Conducting two Establishments Censuses on all economic entities in the Palestinian Territory (excluding agriculture and fishing). Work on the first Census was initiated in December 1994, and the findings were officially disseminated on August 1995.  The Census was the first step in establishing a business register, the most appropriate sampling frame for economic surveys.  Definitions were in line with international recommendations, namely the International Standard Industrial Classification of All Economic Activities, rev. 3, (ISIC). In November 1997, fieldwork for the second Census was carried out in conjunction with the Population Census aiming at a complete update for the register. As for 1995 and 1996, in between the two Censuses, the PCBS also contacted all relevant public institutions, i.e.  Ministry of trade, municipalities, chambers of commerce and others, in order to update the register for the new born establishments.

2. Conducting two rounds of Economic Surveys, the first with 1994 as reference year, and the second for 1995 and 1996. The first round consisted of: 

a) the Industrial Survey, including manufacturing, mining and quarrying, water and electricity;

b) the Internal Trade Survey, including wholesale and retail trade, maintenance and repair of motor vehicles, and personal household goods;

c) the Constructions-Contractors Survey; and

d) the Services Survey, including hotels and restaurants, real estate and business activities, education, health and social work, and other community and personal services - this Survey covered both market producers and non-profit institutions;

e) to the second round was added the Formal Transport, Storage and Communication Survey;

3. Conducting selected surveys including the Existing Buildings Survey, aiming basically to measure the output of producers in construction activity, Informal Transport Survey, Olive Presses Survey for the years 1995 and 1996;

4. Conducting the Financial Institutions Survey, on insurance companies, insurance brokers, and banks and money exchangers for 1995 and 1996;

5. Compiling a balance of payments for 1995 and 1996 - this has served as a source for estimations of net property income and net current transfers vis-à-vis non-residents;

6. On a monthly basis, compiling monthly Consumer Price Index since November 1995.  Also initiating for the establishment of a system for the Producers’ Price Index to start publication in the second quarter of 1998;

7. Conducting seven rounds of a Labour Force Survey for 1995 through 1997. In the first year, one round was conducted, followed by three rounds in 1996, and another three rounds in 1997;

8. On a monthly basis, conducting Palestinian Expenditure and Consumption Survey (PECS) for October 1995 - September 1996, and for 1997;

9. On a monthly basis, conducting the Hotel Survey since November 1995;

10.In co-operation with the Ministry of Agriculture, compiling statistical data for agricultural activities using methodology established by the ICBS. Reference years were 1994, 1995 and 1996;

11.Compiling statistical data from administrative records available for both private and public sectors, particularly Ministry of Finance/ VAT and other Departments for data on foreign trade, budgets from local governments, UNRWA, extra-budgetary government institutions, building licenses from Ministry of Local Government  and municipalities and , for 1994, institutions engaged in insurance and financial intermediation;

As mentioned above, the Economic Surveys have been conducted in two rounds, the first for 1994 and the second for 1995/96.  The fieldwork for the second was carried out in 1997.  The PCBS decided to merge data collection for the years 1995 and 1996 in a single field step to bridge the time gap in order to report an up-to-date economic statistical data.  For 1995 a shorter version of the questionnaire was used which may had lead to a lower quality for data pertaining to that year.

All the aforementioned sources were used to reach the estimates presented in this report. Naturally, at this stage, it has been impossible to compile a full set of flow accounts, starting with the production account and ending with the other changes in assets account. Instead, efforts have focused on the compilation of GDP using the production approach, but independent data has been used on both the production and expenditure sides.  A presentation from the income side is also included in a generation of income account, but in this account one of the components - gross operating surplus - is estimated as a residual.  An estimate for GDP from the expenditure side is also presented.  The present publication also contains Gross National Income (GNI) and Gross Disposable Income (GDI) estimates. 


2.3. Future plans

The PCBS has put forward a multi-stage master plan for developing the Palestinian national accounts in accordance with international standards and recommendations.  Compiling the preliminary accounts for 1994 was the first stage in this process.  The preliminary estimates for 1995 and 1996, included in this report, may be viewed as part of the same stage.

It is envisaged the second stage be introduced in the third quarter of 1998 with the publication of the revised estimates for 1994-96.  For accounting year 1996, the aim is to introduce integrated supply and use tables as recommended in the 1993 SNA.  The integrated supply and use tables provide a more detailed basis for analysing industries and products through a breakdown of the production accounts, the generation of income accounts and the goods and services accounts.  The supply and use tables serve both statistical and analytical purposes. 

They contain information showing the inter-relationship between producer and user, thus providing a framework for checking consistency of data on flows of goods and services obtained from various statistical sources.  The supply and use tables are also an appropriate tool for calculating economic data in the national accounts and detecting weaknesses. This is particularly important for decomposition of values of flows of goods and services into prices and volumes and for the calculation of integrated set of price and volume measures. 

Integrating supply and use tables on an annual basis in the national accounts, and arranging the basic economic statistics as to fit in with the purposes of national accounts, set the stage for a useful empirical basis for constructing econometric models. The data sources, listed above, especially the Economic Surveys, are designed to make operational a supply and use approach in the Palestinian national accounts.

In the third stage, national accounts are to be compiled at constant prices for 1994-96 figures to be published in third quarter of 1998.  In addition, this will be done for the accounting year 1997 for publication in 1998 as well as for future years.

SNA 1993 includes accounts for two groups of units or economic agents: industry accounts for groups of establishments; and sector accounts for enterprises and other institutional units. 

This requires links between corporations (enterprises) and establishments.  After having developed the industry accounts at current and constant prices in stages 1, 2 and 3, the fourth step is thus to start developing the institutional sector accounts.  The institutional units to be identified are the economic units capable of owning goods and assets, incurring liabilities and engaging in economic activities and transactions with other units in their own right.  These units are grouped together in institutional sectors. Within the institutional sector, the enterprise (the legal unit) is the statistical unit. The plan is to start compiling institutional sector accounts for the accounting year 1997. 

The fifth step of the plan is developing quarterly national accounts.  Depending on the availability of short term statistics, work on this may commence in 1999 for publication in 2000. Quarterly national accounts are important for economic planning and essential in business-cycles analysis.

3. Features of the current compilation effort

With the exception of Jerusalem, the quality of the GDP-estimates from the production side are deemed to be adequate, mainly because they are mainly based on the Economic Surveys. Many of the data sources were improved for this compilation effort, particularly those related to Transport and Financial Intermediation activities.  For Jerusalem, however, estimates may be flawed, given the political situation prevailing in the city.  This is the reason why separate tables have been made for the West Bank and Gaza Strip (including Jerusalem), the Remaining West Bank and Gaza Strip (excluding Jerusalem) and Jerusalem.

For the GDP estimates from the expenditure side, statistics on some expenditure components still were not available for the accounting years 1995 and 1996.  However, data sources have also improved considerably compared to the 1994 compilation effort, particularly estimates related to net exports (see details in the following section). Similarly to the 1994 round, there was also independent data on final consumption by the household sector, government and non-profit institutions serving households. Regarding gross fixed capital formation, however, the data available from the Economic Surveys was flawed, and, with the exception of the Existing Buildings Survey, could not be used.  To estimate this variable, fixed ratios vis-à-vis output from the 1994 series were used to impute values.  Moreover, transactions with the rest-of-the-world were covered more comprehensively by compiling the balance of payments enabling to reach estimates on Gross National Income and Gross Disposable Income.

The national accounts figures presented in this report are preliminary. In the spring of 1998 the Enterprise/Establishment Register is to be updated using results from the fieldwork undertaken in conjunction with the Population Census which was carried out in December 1997. This will lead to a revision of the weights used for computations in the Economic Surveys, and thus a revision of the national accounts estimates.  Moreover, as mentioned above, for 1996 data, supply and use methodology will be used.  This will change 1996 results, and presumably also provide a basis for adjustments of 1994 and 1995 numbers. Revised estimates for the 1994-96 period are to be published in the third quarter of 1998.

It is also worth mentioning that the figures presented in this report do not give a solid basis for growth rate analysis as they are compiled only at current market prices.  The above mentioned revised estimates, planned for the second half of 1998, will include a set of estimates at constant prices in spite of the difficulties envisaged due to the availability of adequate prices data for the relevant period in the Palestinian Territories.

4.
Differences in compilation methodology between 1995/96 and 1994 

These differences may be summarised as follows:

1. Transport and financial intermediation activities: In the 1994 compilation effort these activities were estimated through indirect sources. This was a marked difference from the 1995/96 round when they were estimated through separate surveys covering: 1) formal sector transport; 2) informal sector transport; and 3) financial intermediation.

2. Foreign trade in goods and services: For the 1994 estimates, net foreign trade in goods and services was estimated as a residual, given values of GDP by activity, final consumption and gross capital formation. For 1995 and 1996, exports and imports of goods and services were estimated independently through relevant sources (see below).

3. Producers of government services: 1994 estimates covers central and local government only, while in 1995 and 1996, extra-budgetary institutions and expenditure by Palestinian diplomatic representative offices are also included.

4. Agricultural statistics: In all three years, the same source was used, but methodology was improved for the 1995/96 estimates, particularly with respect to questionnaire design.

5. Gross national income: In 1994 external primary income was reduced to a rough estimate on compensation of employees earned by Palestinian workers in Israel. In 1995/96 this item was obtained from the balance of payments with a much larger range of sources - including inter alia income earned and paid by households and corporations on financial assets and liabilities vis-à-vis non-residents - and improved compilation methodology. 

6. Gross disposable income: For the 1994 estimates no sources on external current transfers were available. For 1995 and 1996, this item was obtained from the balance of payments. 

7. Reference period: For some sources, mainly PECS and the Labour Force Survey, the reference period was not quite suitable for the 1994 compilation effort. This is self-explanatory taking into account that the reference period in PECS data - used for all three years but with suitable adjustments for prices, exchange rate and population growth - was from October 1995 till September 1996. The Labour Force Survey was conducted in four rounds - one in 1995 and three in 1996. 

Chapter Two

Definitions of Principal Terms Used

All variables are defined in accordance with SNA 1993.

1. General concepts:

Enterprise: An enterprise is an economic institutional unit, capable in its own right of owning assets, incurring liabilities and engaging in economic activities and transactions with other entities. An enterprise may be very large, and could simultaneously be involved in many different production processes.  There are three categories of enterprise:

 corporations (for example, companies manufacturing canned food);

 non-profit institutions (for example, charitable institution); and

 unincorporated production units (for example, small workshops or tailors).

Establishment: An establishment is defined as an enterprise, or part of an enterprise, situated in a single location, and in which only one productive activity (non-ancillary) is taking place or in which the principal activity accounts for most of the value added.

Industry: Industries are defined as a set of establishments which are engaged in a similar type of activity.  This is the same definition as the ISIC, where they are divided at various levels.  At the most aggregated level, these sets are referred to as tabulation categories, and, at the next, divisions.  The various sets are delineated according to the character of the output, its use, and input structure.  In the tables, the most relevant tabulation categories for the Palestinian economy are included.
Sector: There are five institutional sectors in the system of national accounts: government; non-profit institutions serving households; financial corporations; households; and non-financial corporations.  Accounts are not presented at an institutional sector level; however, most activities can be attributed to one or two specific sectors.

Financial corporation: In the financial corporations sector, there are mainly banks, insurance companies, and auxiliary financial institutions, for example money exchangers that maintain a complete set of accounts for their activities. 

Non-financial corporation: The non-financial corporations sector contains all other entities whose principal activity is production of market goods and services.  They are distinguished from productive units in the household sector by their maintaining a complete set of accounts. A considerable part of value added in the remaining activities is attributable to this sector. 

Government: The government is an entity established by political processes which have legislative, judicial or executive authority over others.  In Palestine the Government appears at two levels: central and local. In the tables, economic activity attributable to the government sector appears under the item producers of government services.

Non-profit institution serving households: As the name indicates, in spite of producing goods and services, non-profit institutions do not generate income nor profit for those entities that own them. They may be divided into three groups: those serving businesses (e.g. a chamber of commerce which is grouped in the non-financial corporation sector); those which form part of the government sector (e.g. a government-owned hospital) and non-profit institutions serving households. The latter consists mainly of trade unions, professional unions, churches, charities and privately financed aid organisations. 

Household: A household is defined as a group of persons who share the same living accommodation, who pool some, or all, of their income and wealth and who consume certain types of goods and services collectively, mainly housing and food.  Households are mainly consumers, but they may also be producers.  All economic activity taking place within the production boundary and not performed by an entity maintaining a complete set of accounts is considered to be undertaken in the household sector. In the tables, the activity labelled private households with employed persons belong to the household sector. Households also participate in many of the remaining activities in the tables, e.g. agriculture and retail trade.

Residence: Persons and establishments are considered residents of the economy wherein their centre of economic interest lies.  This means that they will undertake a considerable part of their economic activities there, and stay for a long time.  Thus, residence is an economic, and not a legal, concept, and should not be confused with nationality or citizenship.

For persons, the main criterion used to determine centre of economic interest is the one year rule: when a person stays or intends to stay in a certain country for a period longer than one year, he/she is considered a resident of that country.  Exceptions to this rule are students, medical patients and non-natives of the resident economy employed at foreign (to the resident economy) embassies, diplomatic missions and military establishments.  These three categories are considered non-residents of the economy in which they live, and residents of their country of origin, irrespective of length of stay.

Establishments are always considered residents in the country where the activity takes place. This is in line with the concept of centre of economic interest, because a productive activity is not started at whim, without an intention to stay for a long time. 

For establishments operating mobile equipment, application of this rule may need some further elaboration.  An example would be fishermen undertaking productive activity in the waters of another country than that in which the operator is located.  This activity is considered resident of the home country of the operator if no separate accounts are maintained for the operations abroad. If, however, separate accounts are maintained and recognised by the tax and licensing authorities in the foreign country, the foreign activity is deemed resident of the country where it takes place.  The same principle also applies to other activities, e.g. construction.

Geographical notions: In the Palestinian national accounts, the term “Remaining West Bank and Gaza Strip” (RWBGS) excludes occupied Jerusalem from Palestinian territory. Israeli settlements are not considered part of Palestinian economic territory, and their activities do not contribute to Palestinian GDP.

Financial intermediation services indirectly measured (FISIM): An explanation appears below under 1.2. Production concepts - Output.

2. Production concepts

Output: Output is measured in a given time period as the value of the goods and services produced within an establishment and are capable of being delivered to other units even though they may also be used for own account consumption or own account gross fixed capital formation. Output consists of two categories: final commodities and work-in-progress. The value of most commodities is simply recorded when the production process is completed. However, the production of certain products may continue beyond the end of the accounting period-in this case work-in-progress is evaluated and recorded.  In Palestine work-in-progress is relevant for, e.g. construction and winter crops.

Output may be categorised as either:

 market output-goods and services sold at prices which are economically significant, most goods and services sold in stores and other retail outlets are included in this category; or

 own-account production-goods and services which are consumed within the same production unit, for example agricultural products consumed on the farm where they were produced; or

 other non-market output-goods and services produced by government or non-profit institutions, provided free of charge or at prices which are not economically significant, for example educational services provided by government.

Output is valued at the time the commodities emerge from the production process.  It may be gauged in different ways, depending on which taxes and subsides on production and on imports (more commonly referred to as indirect taxes, an obsolete term in the new system of 1993) are included in the definition.  The 1993 SNA recommends valuation at producer’s prices and basic prices.  The basic price is the value of a good or a service receivable by a producer before any taxes charged or subsidies received other than those charged or received before the commencement of the production process.  Such taxes are referred to as “other taxes on production” in the 1993 SNA, and consist mainly of taxes on use of land and buildings by enterprises, and business licenses.  A government transfer to an establishment for purposes of reducing pollution, irrespective of amount of production, would be an example of a subsidy received before the commencement of the production process.

The producer’s price is the basic price plus all other taxes and subsides on production and on imports (except value added taxes); these taxes are referred to as taxes and subsidies on products. The most important examples of these taxes are sales taxes, excise taxes and import duties. Subsidies take many different forms, the most common of which may be export and import subsidies.

The 1993 SNA discusses briefly the two remaining definitions for valuation: market prices and factor cost. Market value is the producer’s price plus value added tax.  In Palestinian national accounts, this is the concept used, because it is not possible to separate the VAT component. In factor cost, no taxes on production and on imports have been included.
 Neither of these four ways of valuation includes any transport charges invoiced separately by the producer.

For most activities, calculation of output is relatively straightforward.  However, for two activities, financial and insurance services, measurement is slightly more complicated. Therefore, explanations are made below.

Financial services: Output in financial services is measured as the sum of actual and imputed service charges.  This is necessary because financial institutions frequently charge their customers indirectly using the interest differential between loans and deposits.  Whereas calculation of actual fees and commissions is relatively straight-forward, estimation of the imputed charges is slightly more involved.  The latter, referred to as FISIM, equals total property income receivable by financial institutions minus their total interest payable, excluding the value of property income receivable from investment of own funds. 

In the calculation of GDP by production, FISIM also appears as a negative value of a separate, nominal activity.  This is done to avoid double counting. Because FISIM, by definition, is not shown separately from interest payments, it is very difficult to measure it directly from the expenditure side for enterprises and households.  Therefore, it is not included on the expenditure side.  Similarly to many other countries, in Palestine its total value is instead attributed to this nominal value as intermediate consumption.  Because some of it actually is payable by households (the consumption of which is classified as final, not intermediate), intermediate consumption is consequently slightly over-estimated, implying that value added is somewhat under-estimated.

Insurance services: Output is measured as the value of actual and imputed service charges.  In case of non-life insurance (insurance against contingencies, i.e. motor insurance, fire insurance, general accident, marine and land insurance, and other insurance activities not including life insurance), the imputed service charge, and thus output, equals:

actual premiums earned-premiums receivable for the risk incurred during the reference period

plus

income* earned on investment of technical reserves during the reference period 

minus

claims payable during the reference period.

* Income = this income consists of property income (i.e. income on financial and non-financial non-produced assets, i.e. interests + dividends and share profits + rent on land and sub-soil assets) plus realised holding gains.

For life insurance, output is estimated in a similar way, consisting of the three components above plus decreases in actuarial reserves.  The latter are reserves built up by the insurance companies to be used for payments of claims pertaining to policies guaranteed under these schemes.

Intermediate consumption: Intermediate consumption is the total value of inputs used, consumed or transformed in the production process.  Similarly to output, it is measured in a given time period.

Intermediate consumption is valued at purchasers’ prices, defined as the producer’s price plus transport charges plus wholesale and retail margins.  The total value of intermediate consumption in a given economy is the same whether or not it is valued at producer’s prices and purchasers’ prices.  At a disaggregated level, however, there are differences. 

Value added: Value added is a vital production economic concept that refers to the value generated by a unit engaged in productive activity.  Gross value added is defined as total output minus intermediate consumption, and net value added as gross value added minus consumption of fixed capital.  Net value added better reflects the level of productive activity; however, due to the difficulty to measure accurately consumption of fixed capital, gross value added is more frequently used than the net concept.

Value added at producer’s prices is the difference between output at basic prices and intermediate consumption at purchasers’ prices, plus taxes less subsides on products. Excluding these taxes and subsidies, value added at basic prices is obtained.

Gross Domestic Product (GDP): GDP is an aggregate measurement of production taking place in a given time period.  Similarly to output and value added, valuation of GDP may differ depending on which taxes on production and imports are included.  Standard GDP aggregates are GDP at market value, at producer’s prices and at basic prices.

There are three ways of estimating GDP: GDP by production, expenditure and income.  By the production approach GDP is equal to the total gross value added for all economic activities.

Because the supply of the value added component of all goods and services must equal total expenditure on the same products, the following identity must hold:

GDP at market prices = final consumption + gross fixed capital formation + changes in inventories + exports (of goods and services)-imports (of goods and services).

By a similar logic, income is intimately related to the production process; the total value added is used as income on capital (operating surplus) and labour (compensation of employees) plus taxes paid in connection with the production process less subsidies received in the same connection.  Therefore, the following identity must also be true:

GDP at market prices = compensation of employees (payable by resident producers to residents and non-residents) + net operating surplus (payable by enterprises which, by definition, are residents) + consumption of fixed capital + taxes less subsidies on production and on imports.  In Palestine, no independent estimate on consumption of fixed capital has been made; therefore, operating surplus is presented gross, i.e. including consumption of fixed capital.

3. Final use categories

Final consumption: Households, the government and non-profit institutions account for all of final consumption, recorded in national accounts.  Establishments do not consume in this sense; as mentioned above, products used up in the production process are considered intermediate consumption, not final consumption.

Household final consumption: is recorded at purchasers’ prices, and consists of expenditure incurred on all goods and services, with the exception of spending on dwellings which is considered gross fixed capital formation of the owner. However, rentals are classified as final consumption spending of the household.

Final consumption by government and non-profit institutions: is treated the same way in the 1993 SNA.  It is measured as the value of the output minus the receipt from sales.

Expenditures incurred by these two sectors may be divided into two categories: individual; and collective.  The first comprises those incurred for the benefit of individuals, e.g. medical services.  Collective expenditure have a public character, for example government spending on defence and public security would be included in this category.

Gross capital formation: This item is defined as the sum of gross fixed capital formation, changes in inventories and net acquisition of valuables.  (It is also referred to as investment.) Similarly to consumption, it is measured at purchasers’ prices.

Gross fixed capital formation is the total value of producers’ net acquisitions of new or existing capital goods (including dwellings of households-in this sense, households are considered producers of housing services) plus major improvements to land and sub-soil assets plus cost of ownership transfer of such assets. 
Capital goods may be tangible-e.g. 

buildings, structures, machinery-and intangible-e.g. computer software.

Changes in inventories are measured as the value of goods entered in inventories minus the value of goods withdrawn from inventories.  They are valued at current prices, i.e. at the time they are entered and withdrawn-thus ensuring that unrealised holding gains are not included. Included in this item is work-in-progress, discussed above.

Valuables are assets that are not used primarily for production or consumption. They do not deteriorate over time, and are acquired or held mainly as stores of value.  Examples are diamonds, non-monetary gold, paintings and jewellery. This component of gross capital formation has not been taken into account in the 1995/96 compilation.
Exports and imports of goods and services: Exports and imports consist of trade in goods and services between residents and non-residents, including sales, barter and gifts.

4. Income components

Compensation of employees: This item is defined as the total remuneration, including social contributions, in cash or in kind, payable to an employee.

Taxes on production: Taxes are compulsory, unrequited payments, in cash or in kind, made by producers to general government.  Taxes on production consist of taxes on products payable on goods and services when they are produced or sold or otherwise disposed by their producer, and other taxes on production that resident producers incur as a result of engaging in production. 

Customs duties on imports (excluding VAT): Taxes and duties on imports consist of taxes on goods and services that become payable at the moment those products cross the national or customs frontier.

Import duties consist of customs duties and other import charges which are payable on goods of a particular type when they enter the economic territory. 

Other taxes on imports (excluding VAT) include general sales taxes, excise duties (which are levied on specific goods, typically tobacco, fuels, cars) and other specific taxes on services etc.

Subsidies on production: Subsidies are current, unrequited payments that government makes to domestic producers or importers.  They consist both of subsidies on products payable per unit of good or service, and other subsidies on production that resident producers may receive from general government in connection with their engaging in production.

Gross operating surplus: This item is defined as gross value added at basic prices minus total compensation of employees (including that payable to non-residents), minus taxes less subsidies on products.  Gross operating surplus may be disaggregated into net operating surplus and consumption of fixed capital.
  However, in Palestinian national accounts, due to lack of relevant data, this distinction has not been made.

Property income: This income is receivable by the owner of a financial or tangible non-produced asset (mainly land and sub-soil assets) in return for making the asset disposable to another unit.

Gross National Income (GNI):5 This variable reflects the total value of primary income earned by residents. Primary incomes are defined as incomes accruing as a result of the production process or through ownership of financial assets, land and sub-soil assets. 6 It is measured as the sum of:

 Compensation of employees receivable by resident labour;

 Operating surplus receivable by productive units (which, by definition, are resident);

 Taxes minus subsidies on production and on imports earned by government;

 Income on financial assets, land and sub-soil assets receivable by residents;

minus

 Income on financial assets, land and sub-soil assets payable by residents.

Alternatively, GNI can be estimated as GDP less primary incomes payable to non-residents plus primary incomes receivable from non-residents. 

Gross Disposable Income (GDI): This variable measures income available to residents for expenditure on consumption products (products are goods and services which may be locally produced or imported) or savings. On the domestic side, it may be calculated as the sum of:

 GNI;

 current taxes on income, wealth, etc. receivable vis-à-vis residents;

 social contributions and benefits receivable vis-à-vis residents;

 net non-life insurance premiums and claims vis-à-vis residents;

 miscellaneous current domestic transfers vis-à-vis residents;

 current transfers vis-à-vis non-residents (which could take the form of any of the categories above);

minus
 the same items on the payable side.

A simplified way of calculating GDI would be to add net current transfers vis-à-vis non-residents to GNI. 

Chapter Three

Sources and Methodology

This chapter presents the statistical sources and methods used in compiling GDP, GNI, GDI, other income components and the expenditure items. All numbers are estimated in accordance with the recommendations of SNA 1993, given data constraints.

1. Estimation of GDP

1.1.
Estimation of GDP by production

The activities are classified according to ISIC which is also the classification used in the Economic Surveys. These Surveys were the source of data for the bulk of activities in the West Bank and Gaza Strip.

Currently, the Enterprise/Establishment Register is being updated in accordance with findings from the latest Establishment Census, the fieldwork of which was undertaken in conjunction with the Population Census in December 1997.  Preliminary results suggest that, in the three year period since the 1994 Census, the number of enterprises have increased significantly faster than implied by updates in the Register.  Results from all five Economic Surveys have been revised upwards to reflect this situation.  This has been done for both 1995 and 1996 data for the Remaining West Bank and Gaza.7 

These revisions are difficult in many respects.  Firstly, the distribution of establishment growth over the three years since the previous Census is not known. Allocation of a certain percentage growth increase to a given year must therefore be made with circumspection. Secondly, the enterprises which had not been included in the Register were, by definition, new, and the structure of these new enterprises is likely to differ from already existing ones. Therefore, it is precarious to treat the new enterprises as standard non-responses, i.e. to assume that the non-responding enterprises have the same structure as the responding ones.

These problems notwithstanding, a certain growth rate of establishments was postulated, and the uncovered establishments were treated as non-responses.  To ensure that the results were broadly correct, findings from a secondary source, the Palestinian Expenditure and Consumption Survey (PECS), were used as control totals.  From PECS can be obtained data on household income per capita.  It was ascertained that the magnitude of GDI per capita, resulting from these revisions, tallied with PECS data on the income side. 

On a separate note, additional adjustments were made to 1995 data from the Industrial Survey. This was done because fieldwork for the 1995 round was carried out in the summer of 1997 in conjunction with the 1996 round using a shortened version of the questionnaire, which may have lead to a less reliable results for  the early round 

For activities not covered by the Economic Surveys, the figures are compiled using other statistical surveys conducted by the PCBS, as well as administrative records, for example accounts of local government in the West Bank and Gaza. In very few instances, sources  are also based on estimates made by other parties.  This is the case with the consumer price index for the first 10 months of 1995 - it was assumed that the Palestinian index evolved in line with the Israeli index, compiled by the ICBS.  In addition, numbers from international organisations were used as source of data on Central Government.

1.1.1.
Industries:

1.1.1.1. Agriculture and fishing:

Agriculture: Agriculture includes both plant and livestock production. Plant production consists mainly of field crops, fruits and vegetables.  As for livestock production, it includes red meat, milk, wool, poultry, eggs and bee honey.  Agriculture appears under tabulation category (A) in ISIC,3. 

Estimates for plant and livestock output were based on estimates made by officials from the Ministry of Agriculture, using methodology established by the ICBS, but improved by the PCBS, especially with respect to questionnaire design.  These officials are intimately familiar with the land, because they also provide guidance and advice to farmers. For 1995 and 1996, they collected statistics on cultivated area, average yield and average prices at locality level. Volume data was estimated from cultivated area and productivity.  The value of output was estimated by multiplying these quantities by the annual average prices - the latter were available by type of crop at the Ministry of Agriculture.

The officials from the Ministry of Agriculture also collected data on livestock slaughters, which enabled the Ministry of Agriculture to estimate the value of output for livestock production activities.  Changes in stock of cattle, sheep and goats were also available and considered. However, because these numbers, in value , turned out to be very small and it was difficult to separate imports from domestic production, they were not included in these preliminary estimates.

As for production inputs of agriculture, Ministry of Agriculture officials made estimates based on information provided at locality level.  Production inputs consisted of fertilisers, water, pesticides, veterinary medicines, animal feeds, purchased chicks and calves, and other miscellaneous inputs including seeds and seedlings.

The different agricultural seasons in Palestinian areas do not coincide with the western calendar year used for the national accounts.  The agricultural year starts in October and ends in September.  This is because some activities, especially soil preparations, start already in the autumn. However, because the distribution of the cost of production over the year was not known, it was not possible to calculate accurately work-in-progress to account for the discrepancy in output between the calendar and agricultural year.

Similarly to all other activities, to compile gross value added for agriculture, intermediate consumption was subtracted from output. 

Regarding compensation of employees, estimations were based on the findings of the Labour Force Survey conducted by the PCBS for the relevant reference period. The total compensation of agricultural employees was then computed as the number of agricultural employees multiplied by the average daily wage and again multiplied by the number of working days during the year.  Because the 1995 and 1996 rounds did not cover the whole year, estimates for missing months were made, based on the average of months covered. Admittedly, this is a rather rough procedure; however, given the absence of any firm numbers on seasonality, there was no other option.  Also, this procedure has no effect on the estimate for value added. Gross operating surplus was obtained as a residual given gross value added,  compensation of employees and presuming that taxes on production in the agriculture.

It is envisaged that data in both volume and value terms should be estimated through surveys. However, this can only be done once a sampling frame for surveys has been established.  This, in turn, requires a register based on the findings of a census of all agricultural holdings. The Population Census conducted in December 1997 will, inter alia, be used to establish a sampling frame for agricultural holdings; at a later stage, this will serve as basis for conducting periodical sample surveys based on adequate statistical techniques.

Fishing: Estimates for output from fisheries were reached with the co-operation of the Fishermen’s Association in Gaza and the Ministry of Agriculture.  Both quantity of fish catches and prices were available.  However, data on intermediate consumption had not been collected; therefore, the ratio of intermediate consumption to output in agriculture was applied to fisheries. This method is likely to lead to a slight bias in intermediate consumption in fisheries, and, thus, to value added.  However, this problem is assumed to affect the total GDP-estimate only marginally.

1.1.1.2. Mining, quarrying, and manufacturing:

Mining and quarrying - tabulation category C - encompasses all extraction from the earth and sub-soil of minerals and metal ores.  In Palestine stone quarrying is particularly important. 

In ISIC manufacturing - category (D) - is defined as the “physical or chemical transformation of materials or components into new products, whether the work is performed by power-driven machines or by hand, whether it is done in a factory or in the worker’s home, and whether the products are sold or entered in the inventory”. For example, whereas stone quarrying  included under category C, stone cutting shaping and polishing is classified as manufacture.

Data on mining and quarrying, and manufacturing, in addition to water and electricity supply was obtained from the Industrial Survey conducted by the PCBS. A relatively big sample of 2,064 enterprises was covered by this Survey out of 12,783 total number of interprises.  The survey sample was designed as follows: 

 For activities in which the number of enterprises was less than 50, full coverage for all enterprises engaged in the same economic activity at the 4-digit level in ISIC;

 Full coverage for all enterprises where 20 or more persons are engaged;

 For the remainder of the enterprises, single-stage random-systematic sampling as follows:

 For enterprises employing between 10 and 19 persons, 25 per cent of the enterprises were included in the sample;

 For enterprises employing between 5 and 9 persons, 10 per cent of the enterprises were included;

 For enterprises employing less than 5 persons, 7.5 per cent of the enterprises were included.

As sampling frame for the series of Economic Surveys conducted by the PCBS for the 1995/96 round, the findings of the 1994 Enterprise/Establishment Census were used. All economic enterprises were classified according to ISIC at 4-digit level.  In order to represent the whole targeted universe, appropriate weights were used to infer values from the sample for the whole population.

In addition, the Olive Presses Survey was used to obtain data on manufacture of vegetable oil activity which also falls under category C.

Data for most national accounts variables was made available through these Surveys for the economic activities covered.  Thus values for output, compensation of employees (cash and in-kind), taxes and subsidies on production could be used without any further manipulations. However, for intermediate consumption, some additional calibrations were required in connection with the value of insurance services.  Correctly measured, insurance services receivable by insurance companies must equal insurance services payable by other sectors including the external sector.  However, because output is not measured directly,8 entities in these other sectors are often not in a position to estimate the intermediate consumption of insurance services.  Therefore, output of insurance institutions companies was used to estimate intermediate and final consumption of insurance services payable by other entities. Consumption by these other entities was assumed to be proportional to the relative amount of premiums payable by them.

Gross value added is defined as the difference between output and intermediate consumption, while gross operating surplus is estimated as a residual, subtracting compensation of employees, and production taxes less subsidies, from the gross value added.

1.1.1.3. Water and electricity:

In accordance with ISIC, this tabulation category - (E) - “includes generation, collection, transmission and distribution of electric energy” as well as “collection, purification and distribution of water”. 

The Industrial Survey for 1995/96 conducted by the PCBS covered economic activities in water and electricity for enterprises owned by the private sector. Thus, all the components in compiling gross value added and gross operating surplus for such enterprises were obtained from the Industrial Survey. As for public-owned water and electricity enterprises, their output is already reflected in the output of producers of government services as these utilities are provided by local governments. Regarding Jerusalem, data sources were improved because questions regarding electricity were included in the Industrial Survey for the city. However, for water supply, it was still assumed to be imported from Israel in its entirety.

1.1.1.4. Construction:

This tabulation category - (F) - includes all activities related to construction and maintenance of fixed structures. It encompasses site preparation, building of complete or parts of constructions including civil engineering structures, and building completion an installations. It also includes rental of machinery and equipment for construction with operator.

Similarly to many other countries, in Palestine construction activities are undertaken by:   

a) registered companies; and b) unregistered contractors and skilled workers. The latter is frequently referred to as “informal sector”. In Palestine their contribution to total output in construction is highly significant.

Registered contractors (formal sector): For the formal sector, data was obtained from the Construction-Contractors’ Survey for 1995/96, referred to above. All enterprises engaged in this activity were included. According to the findings of the 1994 Enterprise/Establishment Census with updates from records of the Palestinian Contractors’ Union, there were 580 such enterprises in 1995 and 1996. 

Output from principal and secondary activities of contractors was made available from this survey. The output of principal activities includes the value of completed works, irrespectively of whether or not it was sold during the reference years 1995/96. In a separate aggregation, it consists of main contracts, sub-contracts (work undertaken on behalf of another contractor), and jobs done for the contractor’s own account.

The Construction-Contractors’ Survey was also the source of data for the value of intermediate consumption of goods and services including payments to sub-contractors during the reference years 1995/96. Gross value added - equalling the difference between output and intermediate consumption - consists of the following components: compensation of employees, production taxes less subsidies, and gross operating surplus. All these components except gross operating surplus were obtained from the findings of the survey. 

Unregistered contractors and skilled workers (informal sector): The fieldwork of the Existing Buildings Survey was undertaken from July through September 1997. The two stage cluster sample of the survey consisted of 180 primary sampling units (PSU) from a total of 1,733 units, into which the Palestinian Territories have been divided for statistical purposes. On average, the units contained 102 buildings. In the second stage, on average 30 buildings were sampled from each PSU. The total sample size was 5,422 buildings.

The survey questionnaire contained questions pertaining to expenditures on building construction, additions, improvements, and capital maintenance taking place in the years 1995 and 1996. Building owners completing the forms were required to provide a breakdown of the costs into: construction materials bought by the owner; payments for workmanship on these materials; payments to registered contracting companies; and various other costs. The amounts payable to registered co0ntractors were not used to compute output of the informal sector, as this information was obtained from the Construction-Contractors’ Survey.

The Existing Buildings Survey provided also data on current maintenance expenditures on buildings in the Palestinian Territories. Expenditure by the owners and tenants of buildings represents output value for the informal construction producers, when subtracting what the registered contractors have reported about their output of buildings current maintenance in the returns of the Contractors’ Survey.

Output of informal construction producers also includes the value of work undertaken by unregistered contractors on behalf of registered contractors. This information was available from the Construction-Contractors’ Survey from the expenditure side. Hence, the output of the informal sector was estimated by adding the aforementioned output items.

As for intermediate consumption of the informal sector, data provided by the Existing Buildings Survey was used to obtain information on the costs of materials used for construction. The ratio of these inputs to the output of building construction and capital maintenance, excluding the payments to registered contractors, was used to gross up the intermediate consumption for the informal sector as a whole.

With respect to the estimation of compensation of employees for the informal sector, the findings of the Labour Force Survey conducted by the PCBS (reference years 1995 and 1996) were used. Because this Survey provides information on compensation of employees in the whole construction sector, the value of compensation of employees obtained from Construction- Contractors Survey was subtracted.

Production taxes and subsidies for the informal sector were assumed to be zero. Gross operating surplus was thus computed as the difference between gross value added and compensation of employees.

1.1.1.5. Wholesale and retail trade:

As the name indicates, wholesale and retail trade includes sales of any product, new or old, by any wholesale or retail outlet. Coverage encompassed the three divisions under tabulation category (G) listed in ISIC as:

 Division 50: Sale, maintenance and repair of motor vehicles and motorcycles, and retail sale of automotive fuel.

 Division 51: Wholesale trade and commission trade, except of motor vehicles and motorcycles.

 Division 52: Retail trade, except of motor vehicles and motorcycles, and repair of personal and household goods.

The series of Economic Surveys, conducted by the PCBS, included a survey for internal trade activities. A sample of 2,366 enterprises was covered from a total of 33,255 enterprises engaged in those economic activities, according to the 1994 Enterprise/Establishment Census. The sample design was as follows:

 For activities in which the number of enterprises was less than 70, full coverage for all enterprises engaged in the same economic activity at the 4-digit level, according to ISIC;

 Full coverage for all enterprises where 10 or more persons are engaged;

 For the remainder of the enterprises, single-stage random-systematic sampling as follows:

 For enterprises employing between 5 and 9 persons, 25 per cent of the enterprises were included in the sample;

 For enterprises employing between 2 and 4 persons, 10 per cent of the enterprises were included;

 For enterprises employing less than 2 persons, 2 per cent of the enterprises were included.

Figures for output, which represent the trade margin of sales (sales less purchases) plus the value of changes in stocks (of goods for resale), plus the income from secondary activities (services rendered to others), were presented in the findings of this survey. The findings also included number of persons engaged, compensation of employees, value of inputs of goods and services, production taxes and subsidies. The data obtained from this survey enabled calculating gross value added, as well as gross operating surplus.

1.1.1.6. Transport, storage and communication:

This tabulation category - includes the provision of transport of passengers and freight; a number of auxiliary activities, e.g. storage, cargo handling; and postal services and telecommunications. Data coverage encompassed the following divisions under tabulation category (I) in ISIC, listed as:

 Division 60: Land transport; transport via pipelines;

 Division 63: Supporting and auxiliary transport activities; activities of travel agencies;

 Division 64: Post and telecommunications.

Data was obtained from two surveys: the Formal Transport, Storage and Communication Survey, included in the 1995/96 round of Economic Surveys, as well as an Informal Transport Survey. 

All 414 enterprises were included in the survey on formal activities.

In addition, the PCBS has conducted a survey for estimations of transport activities in the informal sector pertaining to land transport for both passengers and goods. The sample frame was established by observing vehicles at places where they stop. Vehicles were then divided into nine strata to obtain an efficient and representative sample. The sample size amounted to 1,250 vehicles out of the 8,579 vehicles comprising the sampling frame.

In line with recommendations, the value of output in transport activities has been measured by the value of amounts receivable for transporting goods and passengers. Storage output has been estimated by computing total income for storage facilities provided to others (outside the own establishment). During the reference period, there was no Palestinian activity taking place in communications, as all such facilities were provided by the Israelis.

For both the formal and informal sectors, intermediate consumption was based on survey results. Similarly to other activities, gross value added was obtained by deducting intermediate consumption from output, and gross operating surplus by subtracting compensation of employees and production taxes from gross value added.

1.1.1.7. Financial intermediation:

According to ISIC, the tabulation category of the financial intermediation (J), involves several activities. Amongst these, the following are practised in Palestine:

 Financial intermediation: Involving the activities of the Palestinian Monetary Authority (PMA) - started operations in 1995 - as well as those of commercial banks and other credit institutions. 

 Insurance activities: Involving life and non-life insurance.

 Other activities: including activities auxiliary to financial intermediation, namely insurance brokers and money exchangers.

Data on financial intermediation was obtained through the Financial Institutions Survey, sent out to all banks and insurance companies operating in the Remaining West Bank and Gaza (RWBG). In Jerusalem, however, banks and insurance companies were not covered. Insurance brokers and money exchangers were included in this Survey irrespective of location, i.e. a questionnaire was sent also to those operating in Jerusalem. 

As mentioned in Chapter Two, output of banks equals, by definition, the actual and imputed service charges. The latter, FISIM, equal total property income receivable by banks minus their total interest payable, excluding the value of property income receivable from investment of own funds. 

All institutions engaged in financial intermediation, insurance and related activities received a questionnaire on output, intermediate consumption, compensation of employees, etc. In 1995 and 1996 there were 7 and 17 banks respectively, all of which completed the questionnaire. In 1995 there were 7 insurance companies, all of which responded. The ensuing year, there was one additional insurance company. In 1995 there were 115 brokers and 197 exchangers. The next year, their numbers had grown to 117 and 198 respectively. 

For insurance activities, output is measured as the value of actual and imputed service charges. See Chapter Two for summary of the calculations of the latter.

The Financial Institutions Survey also included questions on intermediate consumption, compensation of employees and production taxes. These were used to calculate gross value added and operating surplus as residual items.

1.1.1.8.
Real estate, renting and other business activities:

Real estate: In accordance with ISIC, real estate division (70) includes “buying, selling, renting, managing and appraising”. In Palestine output of real estate is measured as the sum of the following components:

1. Net payments of rents payable by producers (including producers of government services and private non-profit institutions serving households) to owners of buildings;

2. Value of actual rents of dwellings, measured by the rents payable by tenants to their landlords;

3. Value of imputed rent of dwellings which equals the estimated rental value, valued at the market price, for dwellings occupied by their owners;

4. Output of other real estate producers which includes the revenues of real estate commission offices generated from sale or purchase of land and building properties, on a contract or fee basis. 

To estimate the first component, the findings from the five Economic Surveys were used. Survey questionnaires included questions on building rents both on the payments and revenues sides. For the economic activities not covered by the surveys - producers of government services and agriculture -, other methods were used. For the former, net rental payments were calculated as a percentage of output. This percentage was based on the ratio of total net rental payments to total output, according to the findings from the surveys. However, a lower percentage was used. For agriculture, no rental payments were imputed because of the nature of this activity.

Actual and imputed rental values for dwellings (components 2 and 3) were obtained from PECS. The reference period of the survey was October 1995 - September 1996. The PECS questionnaire - covering a representative, random sample of 4,800 households - contained specific questions pertaining to actual rents payable by households as well as imputed rents for households residing in their own properties. To calculate the latter, owners of self-occupied dwellings were asked to estimate the value of the house were they to rent it. Because in Palestine rentals of houses are fixed, it is likely that owners would take the future into account when setting a price and thereby over-estimate expected rental value as compared to that obtained in a free market. Therefore, a downward adjustment has been made to offset this bias.

PECS figures were deflated to 1995-values and inflated to 1996-values using the Israeli consumer price index for the period prior to November 1995 (as no Palestinian price index had been calibrated for this period) and the Palestinian CPI for the subsequent period. Using the Israeli index for the first period may be justified by the similar evolution of inflation for the Palestinian and the Israeli economies. In addition, PECS figures were adjusted for population growth. 

Regarding intermediate consumption in the actual and imputed rental activity, it was estimated from the results of Existing Buildings Survey 1995/96. The questionnaire of this survey included a question on expenditures on current maintenance and insurance premiums for the relevant period. Compensation of employees was discarded because there are no employees.

For producers of real estate services (component 4), the Services Survey conducted by the PCBS for 1995/96, covered all enterprises engaged in this activity. The stratified systematic random sample of this survey, which also covered many other services activities, was designed as follows:

 Full coverage for all enterprises engaged in the same economic activity, at 4-digit level in ISIC if the number of enterprises engaged in the activity was less than 70.

 Full coverage for all enterprises in which 10 or more persons are engaged.

 For the rest of the population, a single-stage systematic random sample was drawn as follows:

 for enterprises engaging 5-9 employees, 50 per cent of the enterprises were included;

 for enterprises engaging 2-4 employees, 13 per cent of the enterprises were included; and

 for enterprises engaging less than 2 employees, 5 per cent of the enterprises were included.

Regarding other real estate services, figures for output, intermediate consumption, compensation of employees, and production taxes and subsidies were made available from this survey. 

Rental and business activities: According to ISIC, rental and business activities include the following:

 Renting of machinery and equipment without operator, and of personal and household goods;

 Data processing, software consultancy and related activities;

 Other business activities which include several groups at the 4-digit level in ISIC: legal activities, accounting and book-keeping activities, business and management activities, architectural and engineering activities, market research and public opinion polling, advertising, investigation and security activities, building-cleaning activities, photographic activities, packaging activities, and other business activities not elsewhere classified.

The Services Survey, which covered all activities listed above, provided the data required for output and intermediate consumption, and thus enabled computations of gross value added. Data pertaining to compensation of employees and production taxes and subsidies was also made available by this survey. This was used to calculate gross operating surplus.

1.1.1.9. Community, social and personal services:

Under tabulation category (O), community, social, and personal services are classified according to ISIC as follows:

 Activities of membership organisations not elsewhere classified: Chambers of  industry and commerce, professional organisations, labour organisations, political organisations and others.

 Recreational, cultural and sporting activities: Motion picture, radio, television, dramatic arts, music, and other entertainment activities, news agency activities, sporting, and other activities.

 Other services activities: Washing and (dry-) cleaning of textiles, hairdressing and other beauty treatment, and other services activities not elsewhere classified.

The Services Survey provided the data for estimations of output, intermediate consumption and compensation of employees, based on which gross value added and gross operating surplus were computed. These estimations covered all private enterprises engaged in the economic activities listed above.

1.1.1.10. Hotels and restaurants:

According to ISIC, hotels includes the provision of short-term lodging on a fee basis, as well as related activities, for example food services. In restaurants are included sale of prepared foods and drinks for immediate consumption and take-away.

Data on hotels and restaurants - tabulation category (H) - was also obtained from the Services Survey. Output, intermediate consumption, compensation of employees, and production taxes and subsidies were all made available. Accordingly, gross value added, as well as gross operating surplus were calculated as residuals.

1.1.1.11. Education:

In ISIC, this tabulation category encompasses all educational services both those provided by government and other sectors, including private tutoring. Educational activities fall under tabulation category (M). 

The Services Survey provided the data needed for estimating gross value added and gross operating surplus. The Survey covered all private institutions engaged in these activities in the Palestinian Territories. It is noteworthy that education provided by non-profit institutions was classified under producers of private non-profit services to households and that provided by government under producers of government services.

1.1.1.12. Health and social work:

According to ISIC, health and social work - tabulation category (N) - encompasses all human health and veterinary activities, as well social work activities. The latter includes “activities directed to provide social assistance to children, the aged and special categories of persons with some limits on ability for self-care, including accommodation for the mentioned groups, but where medical treatment and education or training are not important elements”. Social work activities also includes “a wide variety of social counselling, welfare, refugee, referral and similar activities, but without any accommodation”. In tabulation category (N) are included services provided by government and other sectors. 

As one of the economic activities covered by Services Survey, health and social work was estimated using the same methodology described above. All private institutions engaged in these activities in the Palestinian Territories were covered. It is again worth noting that these services provided by non-profit institutions was classified under producers of private non-profit services to households and those provided by government under producers of government services.

1.1.2.
Producers of government services:

Under this heading are included all activities of the government sector in the Palestinian territories. The Palestinian Government continued to grow rapidly in the 1995-96 period, reflecting its assuming increasing control over the majority of West Bank cities as well as the Gaza Strip. By definition, gross value added for producers of government services represents the sum of compensation of employees, consumption of fixed capital, and taxes on production. Output was calibrated by adding the value of intermediate consumption to gross value added.

Data available in reports of international organisations was used to estimate these aggregates for the central government. As for Local Governments, the closing accounts of a sample from municipalities and rural councils were made available to the PCBS by the Ministry of Local Governments. These were used to classify data which was then aggregated into compensation of employees, intermediate consumption, etc.

Consumption of fixed capital (or depreciation) was assumed zero for this activity due to the difficulty to estimate necessary capital stock. The recommendations in SNA 1993, is that independent estimates of consumption of fixed capital should be compiled in conjunction with estimates of the capital stock. These can be built up from data on gross fixed capital formation in the past combined with estimates of the rates at which the efficiency of fixed assets decline over their service lives. This method of building up estimates of the capital stock and changes in the capital stock over time is known as the perpetual inventory method, or PIM. 

Taxes paid by the government were equal to zero and, hence, gross value added was equal to the total compensation of employees.

As for Jerusalem, and since it was treated as an integral part of Palestine even though it remains under occupation, the value added of the occupation government which is deemed to contribute to Palestinian GDP was estimated.  Because there is no data on the activities of the occupation government, inferences were made based on other sources, mainly the Labour Force Survey for compensation of employees in the government sector receivable by households located in East Jerusalem. 

1.1.3.
Private non-profit institutions serving households:

Under this heading are included all activities undertaken by entities in the non-profit institutions serving households sector.

In the Services Survey, a sample of the non-profit private institutions serving households was covered. The findings of this survey provided data on intermediate consumption, compensation of employees as well as taxes on production.

Gross value added of this sector, equalling compensation of employees plus consumption of fixed capital plus production taxes, was thus computed. As for output, its value was estimated as the outcome of  intermediate consumption added to gross value added. In the Services Survey, depreciation of fixed assets is available. Although SNA 1993 recommends not to use depreciation as recorded in business accounts, the value of depreciation in the survey was used as a proxy for the consumption of fixed capital in non-profit institutions serving households.

United Nations Relief and Works Agency (UNRWA) which offers various non-profit educational, health, and social services to many households was not covered in the Services Survey. Therefore, its budget was taken into consideration and the values of the relevant variables were added to those estimated from the Services Survey.

1.1.4.
Private households with employed persons:

The value of compensation of employees for household services was estimated from PECS, conducted by the PCBS with reference period October 1995 - September 1996. This figure was adjusted by the population growth rate and consumer price index (as described above under sub-section h) Real estate, renting and business activities) to reflect values for calendar years 1995 and 1996.

No intermediate consumption should be computed for this household activity and, thus, output as well as gross value added are equal to the total compensation of employees paid for those who offer these services. The estimate reached for this figure for the Palestinian Territories was relatively small in both years. 

1.1.5.
Import taxes:

These taxes includes both import duties and excise taxes on petroleum products for goods entering the economic territory. Data pertaining to import taxes paid by producers to the Palestinian  Authorities was provided by the VAT Department at the Ministry of Finance. 

Even though the figure is quite important in both years, there was remarkable growth within the period, and also compared to 1994. This is not surprising in view of the fact that 1994 was a transitional year for the Palestinian National Authority which then started establishing itself in the Palestinian Territories.

1.1.6.
Value added tax for imports less exports

In Palestine value added tax (VAT) on commodities imported from Israel are collected by the Israeli taxation authorities and then transferred to the PalesNational Authority. Because GDP at market value is defined as to include all taxes on production and on imports, it is necessary to include these taxes in the GDP estimate at market price. Similarly, the VAT collected on goods exported to Israel by the Palestinian authorities on behalf of the Israeli Government must be excluded from the Palestinian estimates. This data was made available by the Ministry of Finance/VAT Department.

1.2. Estimation of GDP by income

Presentation  of GDP by income are included in Generation of Income Account. This account contains the same rows as the table on GDP by Production (Activity). 

This Account is use to generate the gross operating surplus, which, as intimated above, is derived as a residual by deducting taxes less subsidies on production and on imports and compensation of employees from gross value added.

1.3.
Estimation of GDP by expenditure

1.3.1.
Household final consumption expenditure

Household final consumption expenditure is estimated from PECS findings. The reference perio0d of the survey was October 95 - September 96. PECS covered a sample of  4,800 households, and the response rate was as high as 95 percent. As mentioned above, the reference period does not coincide exactly with calendar years; therefore, the adjustments described above were made.

1.3.2.
NPISH’s final consumption expenditures

By definition, final consumption expenditures of non-profit institutions serving households is equal to output from NPISHs less sales of goods and services to households. The estimate of output from NPISHs is described above. Sales of services was estimated from the findings of PECS.

1.3.3.
Government final consumption expenditure

In accordance with the definition in SNA 1993, government final consumption expenditure is recorded as output of government activities less receipts from sales. Receipts from central and local government sales to the households was estimated from the same sources as output. These are described above.

1.3.4.
Gross fixed capital formation and changes in inventories

For the industries covered by the Economic Surveys, gross fixed capital formation, other than for buildings, was estimated in proportion to their share of output calibrated in 1994. Survey findings on this item for 1995 and 1996 were not considered reliable, mainly because new enterprises are more prone to contribute to gross fixed capital formation than existing ones, and the chosen samples were somewhat biased in that these new enterprises were not fully covered. 

As for producers of government services, the aforementioned sources were used to estimate gross fixed capital formation.

Regarding gross fixed capital formation, data on buildings - including capital maintenance - was obtained from the Existing Buildings Survey. This was particularly relevant for owner-occupied dwellings, as there was no other source for this activity. However, it is worth emphasising that this Survey was also used to estimate gross fixed capital formation in buildings for all other activities, as it was considered a reliable source of data. To avoid double-counting, fixed capital formation in buildings was deducted for all other industries. This data accounted for the bulk of this variable in both years under review.

For all industries covered by the Economic Surveys, data on changes in inventories were available from the surveys. For other activities, changes in inventories was assumed to equal zero. As pointed out above, this was not strictly correct for livestock; however, the size of this item was negligible, and therefore not included in the preliminary estimates.

1.3.5.
Exports and imports of goods and services

In an important departure from national accounts compilation in 1994, data on exports and imports of most goods and services was readily available for 1995 and 1996. For goods, f.o.b. valuation for exports and imports was used.9 Sources and compilation methodology varied depending on whether the trading partner is Israel or any other country. Because Palestinian residents trade mainly with Israelis, this is treated first. 

To estimate trade in goods with Israel, the only available source of data was VAT forms used for clearance transactions with Israel. When, say, a Palestinian importer, buys goods from an Israeli, in addition to the price of the commodity (imports f.o.b.) he pays the VAT, which in 1995 and 1996 amounted to 17 per cent.10 The Israeli then hands over this VAT payments to his government which, in turn, transfers it to the Palestine National Authority through the VAT clearance mechanism between the two countries. Naturally, not all traders comply with the rules that VAT forms must be submitted. However, the Government surveils traders, particularly importers because they are the source of clearance payments receivable. Nevertheless, coverage adjustments were made, based on the knowledge by officials involved in VAT clearance. 

For trade with other countries, customs declarations, originally collected by Israeli customs officials, were used. Coverage was deemed adequate. However, because imports were compiled at c.i.f., valuation adjustments were made to exclude these.

For imports and exports of  services many sources were used: 

1. For travel receipts (broadly equivalent to income from tourism), data from the hotel survey was used for spending at hotels. For spending outside hotels by people staying at hotels, numbers were based on “reasonable” ratios of spending at the hotel for various categories of visitors: pilgrims, business travellers, people on holiday, etc. For non-residents visiting Palestinian households, numbers were obtained from PECS. For day-time visitors, a survey conducted by the Ministry of Tourism and Antiquities on visitors in Bethlehem was the major source;

2. For travel payments, in addition to PECS data on personal spending abroad and Economic Survey data on spending by business travellers abroad, information was obtained from the Ministry of Islamic Affairs about Palestinian pilgrims visiting Mecca.

3. For data on spending by the Palestinian National Authority on Palestinian medical patients being treated abroad, data was collected from the Ministry of Health.

4. For government services receivable (spending by diplomatic representative offices as well as non-resident staff working at these offices), data was obtained from questionnaires completed by officials at all relevant organisations. On the payable side, accounts provided by the Palestinian National Fund was source of data.

5. For all other service items, both on the receivable and payable sides, data was obtained from PECS, the Economic Surveys and the Bank Survey - the latter was conducted by the Palestinian Monetary Authority.

2. Estimation of Gross National Income

As mentioned above, Gross National Income, GNI, is the value of income on labour and financial assets earned by residents plus taxes less subsidies on production and on imports earned by government. In this report it has been estimated as GDP plus net compensation of employees from non-residents plus net property income from non-residents.

Compensation of employees receivable from non-residents is mainly attributable to Palestinian day-time workers in Israel, but Palestinians working at foreign diplomatic representative offices and international organisations also contribute significantly. On the payable side, foreigners working at Palestinian embassies abroad account for the bulk of the amount. Most of income stemming from ownership of assets is attributable to banks operating in Palestine; however, in some instances enterprises and households deal directly with non-residents, and these amounts are also included.

Compensation of employees receivable by day-time workers in Israel is derived from the Labour Force Survey (LFS). In 1996, the LFS covered nine months, and in 1995 two months. Estimates for missing months were made taking into account the amount of working days in each months, i.e. adjustments were made for number of closure days, holidays and weekends. 

In addition, adjustments were made for the amount of people working in Israel according to number of permits issued in each separate month. In the LFS, data on tpay is compiled; however, compensation of employees includes also social contributions payable by the employer either to a social insurance scheme or as social benefits payable directly to employees. Therefore, adjustments to the LFS data has also been made to include the social contributions payable by the Israeli employers. 

In addition, data on compensation of employees receivable from non-residents was obtained from a questionnaire completed by representatives of foreign diplomatic missions. On the payable side, administrative records of amounts payable by the Palestinian diplomatic offices abroad to non-resident staff was in.

Data on property income payable and receivable by enterprises was obtained from the Economic Surveys, and data on households from PECS. For banks, data was obtained from a survey conducted by the Palestinian Monetary Authority.

3. Estimation of Gross Disposable Income

As mentioned above, GDI = GNI + current transfers received by residents from non-residents - current transfers paid by residents to non-residents.

Estimations on international transfers to the Palestinian National Authority are based on data compiled and provided by the Ministry of Planning and International Co-operation. On the expenditure side, transfers from Palestinian diplomatic representative offices abroad to non-residents (mainly Palestinians residing abroad) has been included. International transfers to and from households are obtained from, on the one hand, PECS, and, on the other, estimates based on number of Palestinians having family members abroad.

Chapter Four

Main Findings

	
	1995
	1996

	Gross Domestic Product (GDP) and GDP per Capita:
	
	

	· GDP of West Bank and Gaza Strip, (million US$)
	3575
	3897

	· GDP of Jerusalem, (million US$)
	463
	484

	· GDP of Remaining West Bank and Gaza Strip, (million US$)
	3112
	3413

	· GDP of Remaining West Bank, (million US$)
	2022
	2227

	· GDP of Gaza Strip, (million US$)
	1090
	1186

	· GDP per Capita in West Bank and Gaza Strip, (US$)
	1496
	1537

	· GDP per Capita in Jerusalem, (US$)
	1926
	1908

	· GDP per Capita in Remaining West Bank and Gaza Strip, (US$)
	1448
	1496

	· GDP per Capita in Remaining West Bank, (US$)
	1625
	1691

	· GDP per Capita in Gaza Strip, (US$)
	1205
	1232

	
	
	

	Contribution of Most Significant Economic Activities to GDP in West Bank and Gaza Strip:


	
	

	· Agriculture and Fishing
	11.3%
	12.1%

	· Mining, Manufacturing, Quarrying, Electricity and Water
	17.2%
	14.6%

	   Thereof Manufacturing:
	15.1%
	13.1%

	· Construction
	8.2%
	7.6%

	· Wholesale and Retail Trade
	14.3%
	12.1%

	· Services
	19.3%
	18.2%

	   Thereof Real Estate and Business Services:
	16.1%
	15.2%

	· Producers of Government Services
	11.9%
	13.8%

	· Remaining activities
	17.8%
	21.6%

	
	
	

	Gross National Income (GNI) and GNI per Capita:
	
	

	· GNI of West Bank and Gaza Strip, (million US$)
	4235
	4509

	· GNI of Jerusalem, (million US$)
	623
	645

	· GNI of Remaining West Bank and Gaza Strip, (million US$)
	3612
	3864

	· GNI of Remaining West Bank, (million US$)
	2368
	2546

	· GNI of Gaza Strip, (million US$)
	1244
	1318

	· GNI per Capita in West Bank and Gaza Strip, (US$)
	1772
	1779

	· GNI per Capita in Jerusalem, (US$)
	2593
	2544

	· GNI per Capita in Remaining West Bank and Gaza Strip, (US$)
	1680
	1694

	· GNI per Capita in Remaining West Bank, (US$)
	1903
	1933

	· GNI per Capita in Gaza Strip, (US$)
	1374
	1369

	
	
	

	Gross Disposable In come (GDI) and GDI per Capita:
	
	

	· GDI of West Bank and Gaza Strip, (million US$)
	4547
	4947

	· GDI of Jerusalem, (million US$)
	586
	624

	· GDI of Remaining West Bank and Gaza Strip, (million US$)
	3961
	4323

	· GDI of Remaining West Bank, (million US$)
	NA
	NA

	· GDI of Gaza Strip, (million US$)
	NA
	NA

	· GDI per Capita in West Bank and Gaza Strip, (US$)
	1902
	1952

	· GDI per Capita in Jerusalem, (US$)
	2438
	2460

	· GDI per Capita in Remaining West Bank and Gaza Strip, (US$)
	1843
	1895

	· GDI per Capita in Remaining West Bank, (US$)
	NA
	NA

	· GDI per Capita in Gaza Strip, (US$)
	NA
	NA


Note: The data sources and methodology used for compilation of the 1995 and 1996 numbers are in many respects different from those in the 1994 round. In addition, the preliminary findings from the Enterprise/Establishment Census, carried out in 1997, have been incorporated into the 1995/96 numbers. Therefore, the 1995/96 series presented in this publication are not comparable to those for 1994. In the revised series for 1994 through 1996, to be published in the second half of this year, these discrepancies will be eliminated so that numbers can be compared across time.

It is also worth pointing out that the all numbers are presented at current market prices in US$ terms. Naturally, current price data does not lend itself to analysis of the growth rate. In addition, there have been major changes in VAT revenue collection, especially in connection with imported commodities, as well as in the import duty regime. This implies that, should any comparisons between 1995 and 1996 be attempted, it is more appropriate to do so by excluding import duties and VAT on imported commodities from the GDP estimate.

� GDI was not included in the estimates for 1994, and the only transactions with the rest of the world included in the GNI estimate for that year were those pertaining to compensation of employees earned by Palestinian border workers in Israel.


� This is contrary to the practice in many countries where education, health and social services are included under those industries according to the SNA recommendations.


� It is explicitly recommended that factor cost, plagued by conceptual difficulties, should not be used. For a discussion of the conceptual issues, see paragraphs - 6.230-6.232 in the SNA Manual for further elaboration of this point.


� This is a slight simplification. More precisely, gross fixed capital formation includes major improvements to all tangible non-produced assets and the cost of ownership transfer is associated with all non-produced assets. Tangible non-produced assets includes, in addition to land and sub-soil assets, non-cultivated biological resources and water resources. Non-produced assets includes, in addition to the tangible non-produced ones, all intangible non-produced assets, e.g. patented entities, leases and other transferable contracts, purchased goodwill. However, no attempt has been made to infer values for these transactions, which presumably are negligible in Palestine.


� Consumption of fixed capital should not be confused with depreciation which is a way to calculate write-off of fixed capital, practised in business accounting mainly for taxation purposes.  Consumption of fixed capital measures the decline in capital assets resulting from usage, physical deterioration and obsolescence, and is a forward looking variable.


5   This item used to be referred to as Gross National Product in the 1968 SNA; this term is obsolete in the 1993 SNA.


6 In the balance of payments “property income” is referred to as “income”.


7 For Jerusalem other adjustments were made to estimate gaps in the data.


8 For non-life insurance, output is measured as premiums earned plus income from investment on technical reserves minus claims payable.


9 F.o.b. valuation of exports and imports is defined as the cost of the commodity plus transport and insurance to the border of the exporting economy. This may be contrasted to c.i.f. valuation of imports which includes the cost of insurance and freight to the borders of the importing economy. For adjacent countries, such as Israel and Palestine, f.o.b. valuation is, by definition, equal to c.i.f. valuation.


10 Naturally, the VAT which is a tax on consumption in the importing country is not included in the value of traded goods f.o.b.





